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All values in millions of Exchange rate as of April 30, 1980 
US$ unless otherwise stated US $1 = Quetzal 1.00 


1/ % Change Projection 
1978 1979 78/79 1980 


Production, Investment 
GDP at Constant 1958 Prices 2,860 2,987 3,100 
GDP at Current Prices 2/ 6,070 6,888 8,050 
Per Capita GDP, Cur. Prices($)— 942 1,014 1,214 
Fixed Cap. Investment, Cur. Prices i,Zi7 “2,303. 


tabee Perce” 673.3 721.5 7. 772.7 


Money, Prices and Public Finance 
Money Supply (year-end M-1) 657.4 739.1 830 
Domestic Interest Rates 4/ 11.0 11.0 
Price Indexes (year-end) 

Consumer (1975=100) 139.3 158.4 
Wholesale (1950=100) 246.4 292.5 
Central Gov't. Current Receipts 662.9 667.8 
Central Gov't. Expenditures 798.9 1,055.9 
Public Debt (year-end) 885.1 982.6 
Domestic . 573.3 556.6 
External 331.8: -.426.1 


Debt Service Pasnence?! 16.8 15.6 


15 


ht 
. . e 


re Wo 


WwW 
SN DWkeENM OO WOW 


7 . 
SN HOONNN™N 


Balance of Payments and Trade 
Balance of Payments 


Current Account -58.6 -223.2 -205.9 
Capital Account 227.8 “32.7 - 196.2 
Net Int.1 Reserves(year-end) 659.7 732.0 650.0 
Total Imports, cif 1,227.0 1,373.9 1,504.0 
From Common Market 231 251 275 
From Rest of World 596:  i,322 i229 
From U.S. 406 429 480 
Total Exports, fob 1,197 1,038 1,241 
To Common Market 230 268 306 
To Rest of World 967 820 935 
To U.S. 406 322 326 
Main Exports, fob 
Coffee 542 432 495 
Cotton 159 139 211 
Sugar 84 45 34 
Main Imports, cif 
Machinery, Trans.Equip. 374 426 423 
Manufactured Articles ; 368 395 433 
Chemical Products 231 259 273 
Petroleum Lubricants 139 173 242 


Preliminary estimates 
Using June 30 population statistics 
Thousands of workers in Guatemalan Social Security Institute (IGSS) 
Maximum rate on loans authorized by Central Bank 
2/ Payments on external public debt 
Source; Bank of Guatemala: Ministry of Finance: IGSS: Embassy estimates 
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SUMMARY 


The Guatemalan economy experienced a slowdown through most of 
1979, continuing into the first quarter of 1980. This was at- 
tributed to several factors. One was the continuation of the 
Central Bank's deliberate low interest rate policy which led to 
substantial outflows of capital. in search of higher returns 
abroad. This resulted in an extremely tight money situation 
which has made it difficult for local firms to borrow. Another 
slowdown factor was the drop in construction. This is partially 
due to having worked off the reconstruction bulge from the 1976 
earthquake. It is also due to lack of bank financing and, to 
some extent, by business uncertainty arising from unsettled con- 
ditions in neighboring countries and local apprehensions. A fi- 
nal factor has been the disruption of trade in the Central Ameri- 
can Common Market, to which much of Guatemala's manufactured 
exports have flowed in recent years. 


Agricultural exports (coffee, cotton, sugar, and beef) held up, 
but with manufactures, construction and services reflecting in- 
creasingly significant proportions of GNP in recent years, the 
slowdown in these sectors was sufficient to drop the 1979 growth 
rate to 4.5 percent, the same as in 1978 but well below the 7.9 
percent average of recent years. The outlook for 1980 is for 
growth of no more than 3.5 percent with inflation accelerating 
from 1979's 13.4 percent to an estimated 15 percent due to petro- 
leum price increases and the higher cost of imports in general. 
To the extent U.S. anti-inflationary policies succeed in mod- 


erating the price of U.S. exports, inflation in Guatemala may be 
less than 15 percent, but only slightly so, since the U.S. share 
of the market has been diminishing and in 1979 amounted to no 
more than 31 percent of total imports. 


In current values, 1979 GDP reached $6.9 billion, reflecting a 
per capita income of $1,014. Distribution of income among the 
population of 6.8 million continues to be very uneven, with the 
upper 2 percent estimated to enjoy some 25 percent of the nat- 
ional income, while the lower 50 percent receive only 10-15 
percent. 


The 1979 trade deficit reached $263 million and the current 
account was in deficit some $206 million. In terms of Balance 

of Payments, this was nearly but not completely offset by capital 
inflow on the capital account, thus resulting in an overall defi- 
cit of only $80 million -- not bad for a country with two neigh- 
bors experiencing full-fledged social revolutions, but still 

the first deficit in recent years. As a consequence, foreign 
exchange reserves fell towards year end from the mid-1979 record 
high. Worse yet, for reasons not yet entirely clear but in part 
the reflection of the heavy conversion of Salvadorean Colones 
into dollars through the media of the Guatemalan free exchange 
market, Guatemala moved in early 1980 in two stages to the impo- 
sition of exchange controls. On March 12, the Central Bank 
announced it would no longer accept Colones for free exchange 
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into Quetzales. And on April 23, full exchange controls were 
imposed to halt the hemorrhage of funds which occurred when lib- 
eral elements of the ruling Nicaraguan junta announced their res- 
ignations, heightening local apprehensions and dropping reserves 
to $630 million by mid-April. 


Despite the economic slowdown and increased political difficul- 
ties culties in the region, U.S. economic and commercial inter- 
ests in Guatemala continue to grow. The value of imports from 
the United States in 1979 increased by an estimated $50 million, 
a rise of 12 percent. With only a few exceptions, the indus- 
trial, commercial, and agricultural sectors are open to foreign 
investors on a 100 percent equity basis. The new exchange con- 
trols permit full repatriation of earnings and payment for all 
imports without exception. A remittance tax of 11 percent is, 
however, applied. A number of major housing, hospital, highway, 
railroad, and hydroelectric projects are underway or in process 
of approval, offering major trade and investment opportunities 
for U.S. firms under the Government's $1.9 billion Four-Year- 
Development Plan (1979-82). 


CURRENT ECONOMIC SITUATION AND TRENDS 


Structure of the Economy 


Since the mid-1960's, Guatemala's economic growth rates generally 
have run above the Latin American average, only occasionally mov- 
ing out of the 5 to 7 percent per year range; the departures have 
almost always been related to developments in the world coffee 
market. In 1979, real GDP growth was 4.5 percent, compared to 
8.3 percent in 1977, when coffee prices reached an all-time high. 


Despite the industrial growth stimulated by the creation of the 
Central American Common Market (CACM) in 1961, agriculture still 
accounts for more than one-fourth of Guatemala's GDP, about 
three-fifths of total employment, and over two-thirds of export 
value. During the period since 1960, industry has, on the aver- 
age, grown somewhat faster than agriculture (7 vs. 5 percent 
per annum). 


Although the relative shares of agriculture, industry, and ser- 
vices in Guatemala's GDP have not changed markedly during this 
period, the diversification and deepening within these sectors 
has increased the share of products suitable for export. This 
has been true even for the services sector, where the development 
of the tourism industry has made an important contribution. Com- 
merce, the largest sector of all in the economy, grew by 5 per- 
cent in real terms in 1979 and represented 28 percent of total 
GDP, while agriculture increased by 3 percent (26 percent of GDP) 
and industry 6 percent (16 percent of GDP). Construction was, 





however, off by an estimated 50 percent owing in part to the end 
of the post-earthquake reconstruction bulge, in part to tight 
money, and in part political uncertainty. Several new investments 
and expansion projects have been postponed. Tourism and other 
service industries are also suffering in greater or lesser degree 
from adverse international publicity and periodic terrorist 
incidents. 


Growth Prospects 


The overall growth rate in real GDP of 4.5 percent in 1979 will 
not be matched in 1980, despite the fact that there are few pro- 
duction constraints to realizing sustained growth of 6 percent 
Or more per year. Present excess industrial capacity and the 
large scope for improvement in -agricultural productivity could 
support fast growth. Their attainment of this rate of growth, 
however, will depend upon more favorable demand trends in the 
domestic, Central American, and world markets where the outlook 
for 1980 is not good. With the decline in prices for coffee and 
some of Guatemala's other traditional exports, the Government is 
placing more attention on the expansion of the domestic market 
and the development of non-traditional exports. It plans to 
achieve these objectives by stimulating greater investments in 
small-scale agriculture, related agro-industries, and non-farm 
employment alternatives in rural areas, thereby increasing the 
productivity, incomes, and purchasing power of the bulk of the 
population. The recovery of the Central American market will de- 
pend, in large measure, upon the success of the new governments 
in El Salvador and Nicaragua in reestablishing conditions of 
political and economic stability and in achieving economic 
development strategies in their countries. 


Investment and Savings 


Fixed investment reached a level of 13.9 percent of GDP in real 
terms in 1979. Over the past decade investment generally has 
fluctuated between 12 and 13 percent of GDP, with agricultural 
investment averaging only one-third to one-half that in industry. 
Government demand for goods and services traditionally has been 
relatively small, averaging less than one-tenth that of the pri- 
vate sector. Nonetheless, since 1970 the rate of growth of pub- 
lic sector investment in most years has equalled or exceeded that 
of private investment, as the Government has stepped up its role 
in the economy beginning with the 1970-1975 Development Plan. 


This trend was accentuated in 1976; following the earthquake, 
fixed public sector investment grew by nearly 60 percent in real 
terms as the Government took the lead in the reconstruction proc- 
ess. Public investment rose by an additional 17 percent in 1977, 
but in 1978 and 1979 it decreased as the intensity of reconstruc- 
tion activities tapered off in part due to having worked off the 
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post-quake reconstruction bulge, in part due to increased polit- 
ical uncertainty, and partly because of the Government's tight 
money policy which has made it difficult for business or individ- 
uals to borrow for any purpose. The private sector, nonetheless, 
continued its upward pattern of fixed investment in 1979 with 
real growth estimated at 9.1 percent. 


Investment in the Guatemalan economy has been financed largely 
from domestic savings, which have averaged 12 percent of GDP dur- 
ing the past decade, compared to gross domestic investment which 
which has averaged about 13 percent. Savings from export agricul- 
ture have provided a substantial share of investment resources. 


Trade and International Payments 


The most important development in Guatemala's external perfor- 
mance over the past 5 years has been the large increase in foreign 
reserves because of major improvements in the country's balance of 
payments position. Between 1974 and 1978, net international 
reserves grew from $183 million to $732 million, falling back to 
an estimated $650 million at yearend, 1979, and as low as $630 
million at the time exchange controls were imposed. The controls 
have apparently had some success as reserves are again building. 


Guatemala has generally kept its current account: deficit quite 
low, while maintaining a positive net flow in its capital account. 
Despite marked changes in the growth rate of export earnings from 
year to year, the country has been able to avoid serious balance 
of payments problems because import growth rates have followed 
very closely those of exports. Although the country has reduced 
its dependence on coffee exports, coffee remains by far the larg- 
est single export commodity and in 1979 represented 40 percent of 
total export earnings. 


Total Guatemalan exports rose by 19.9 percent in 1979 to $1,241 
million after a decline of 9 percent the year before. Coffee 
earnings recovered to $495 million, compared to $432 million in 
1978. Revenues from cotton recovered to $211 million as a result 
of sales to the People's Republic of China after having fallen to 
$139 million the previous year. Sugar sales fell for the third 
successive year to $34 million. 


On the import side, sharp price increases in 1979, led by petro- 
leum ($242 million, compared to $173 million in 1978) boosted 
total imports 9.5 percent to $1,504 million. The resulting trade 
deficit of $263 million was nine times greater than the one in- 
curred in 1977. With net transfers and service payments included, 
the estimated current account deficit reached $205.9 million com- 
pared to $59 million in 1977. 


Unlike previous years, the current account deficit was not fully 
offset in 1979 by capital inflows, foreign direct investment, and 
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and short term commercial loans. As a result, Guatemala experi- 
enced its first overall balance of payments deficit in many years 
(see table) and foreign exchange reserves fell by $82 million to 
the aforementioned year-end level of $65 million, still equivalent 
to more than 5 months of imports. 


A decline in prospective earnings in 1980 is expected to be due to 
sharply lower revenues from tourism and reduced earnings from meat 
(three to five plants closed because of decertification by USDA as 
a result of unacceptable pesticide residues). In addition, in- 
creased prices of imported petroleum, raw materials and capital 
goods are expected to widen further the trade deficit in 1980. 
Nonetheless, Guatemala's high credit rating in both the public and 
private sectors and prospective oil exports of as much as a mil- 
lion and a half barrels this year (in which the Government will 
participate to the extent of 51 percent) assure that foreign ex- 
change reserves can be kept at a more than adequate level. 


Public external indebtedness rose by 37 percent during 1979 to a 
still relatively modest $426 million at the beginning of 1980. 
The debt service ratio, projected at 2.3 percent for the year, 
remains one of the lowest in Latin America. 


Monetary Developments 


Guatemala's banking system consists of the Central Bank, (Banco 
de Guatemala), one state-owned commercial bank and two development 
banks, and 13 private commercial banks, two of which opened in 
1978. While the rapid growth of foreign exchange reserves in 1976 
and 1977 was largely due to unprecedented export earnings, pri- 
vate capital flows were also a factor; because of domestic lending 
rates, of up to 1l percent (about 13 percent including miscellan- 
eous charges), large investors borrowed abroad at lower rates. 

In 1979 and so far in 1980, however, the Guatemalan monetary 
authorities have not raised the ceiling on domestic lending rates 
though there was talk of them doing so before international rates 
began to fall. The resulting dearth of deposits has restricted 
the amount of loanable funds available. As a result of the 
Government-imposed limitations on both lending and deposit rate, 
plus reduced growth in the money supply because of the drop in 
coffee earnings in recent years, the banking system has been 
highly illiquid for most of the past year. In an attempt to 
stabilize coffee prices, the Government of Guatemala has joined 
with other coffee growing countries in forming an international 
coffee company known as Pancafe S.A. 


Guatemala's basic M-l money supply (currency plus demand deposits) 
grew by 12.4 percent in 1979 about the same as the year before. 
Inflation, as measured by the Government's estimate of the GDP 
deflator, was put at 13.4 percent last year. The Government's 
consumer price index for 1979 indicated a 13.7 percent increase. 
As part of its efforts to curb inflation, the Government applies 





a series of price control regulations, on some 65 basic consumer 
and industrial products, such as petroleum, cement, flour, animal 
feed and soft drinks and subsidizes urban transport to maintain 
fares at 5 cents. The outlook for 1980 is for some increase in 
the inflation rate, with the C.P.I. rising to perhaps 15 percent. 


Public Finance 


Although its role was dramatically increased following the 1976 
earthquake, the public sector in Guatemala has traditionally been 
the smallest in Latin America. Nevertheless, according to the OAS 
annual report, only two of the seven countries in the region (Cen- 
tral America, Mexico and Panama) spend significantly more propor- 
tionally on public health and education than Guatemala. None 
spend more on housing. The low revenues can be attributed to two 
primary factors: First, the tax system captures only a small 
percent of national income; and second, the revenues generated by 
state enterprises are generally inadequate to cover their operat- 
ing expenses and in few cases make contributions to capital in- 
vestment. Central government tax revenues have generally remained 
between 8.5 and 9.5 percent of GDP for many years (9.7 percent in 
1979). Over the past decade, roughly three-quarters of all cen- 
tral government revenues have come from indirect taxes, of which 
about two-thirds are domestic excise taxes, and the remainder 
taxes on international trade. Direct taxes have never been par- 
ticularly significant in Guatemala, fluctuating between 15 and 

20 percent of total current revenues over the past decade. Vir- 
tually all direct tax revenues are on income; taxes on property 
and inheritance have been negligible. 


In 1979 total central government revenue of $667.8 million was 
collected: $522 million from indirect taxes; $99 million from 
direct taxes (including $73 million from taxes on business income 
and $20,gmillion from personal income); and $47 million from non- 
_ tax sources. 


Total central government expenditures in 1979 amounted to $1,056 
million (compared to the budget estimate of $942 million), of 
which $527.8 million was current expenditures, $131.2 million 
public debt payments, and $396.9 million capital investments. 
‘In the latter category, more than half was for communications 
and public works projects. On the revenue side, $667.8 million 
was raised through the tax system. 


The resulting fiscal deficit of $388 million, up almost three- 
fold from 1978, was financed by foreign loans, the sale of Gov- 
ernment bonds to the financial system and the private sector and 
cash carryover from the prior year's budget. 


The central government's budget for 1980 projects revenue at 
$786.8 million and expenditures at $1.28 billion. Taking the 





current inflation rate into account, the 1980 budget in real terms 
probably represents a static level of both revenues and expendi- 
tures, but with a shift of outlays towards public health, educa- 
tion, and public investment. Nearly half of the resulting deficit 
of $493 million is to be financed by concessionary foreign financ- 
ing, with the remainder covered by internal financing and a cash 
carryover from the preceding year. The inflationary effect of the 
budget does not appear to be unduly high. 


A Social Action Plan for 1980-82 projected at $566.7 million, has 
been announced. Focussed in four areas, health, education, hous- 
ing, and child nutrition, the plan is aimed at accelerating goals 
established by the Four-Year Development Plan of the Lucus admin- 
istration, but with considerable shift of emphasis towards expan- 
sion of rural incomes and basic social services. 


Central American Common Market 


The Central American Common Market (CACM), composed of Guatemala, 
El Salvador, Honduras, Nicaragua and Costa Rica, was established 
in 1961. Guatemala has enjoyed a trade surplus with the other 
members since 1964, and in 1979 was the only CACM partner to main- 
a positive balance (estimated by the Bank of Guatemala at $41 
million) in its intra-regional commerce. 


The CACM is highly important to Guatemalan manufacturing, commer- 
cial and labor interests. Although most of its manufacturing 
products are not yet competitive in overseas markets, Guatemala 
has been very successful in regional sales under the umbrella of 
the CACM's common external tariff. Nearly all of Guatemala's 
exports of light industrial products are sold within the CACM, al- 
though the percentage of industrial exports sold extra-regionally 
is rising steadily. Guatemala's principal intra-regional exports 
are: manufactured materials, chemical products, food products 
and machinery and transport materials. Guatemala is a net intra- 
regional importer of animal and vegetable oils and fats, fuels 
and oils, and miscellaneous manufactured articles. 


Despite the fact that they have also benefited greatly from the 
CACM, the other members with less favorable intra-regional trade 
balances than Guatemala's have become increasingly dissatisfied 
and have sought ways to improve their positions. Costa Rica, in 
January 1979, proposed that the CACM exempt a number of products 
from the import surtax of 30 percent (over the normal external 
tariff) in order to ease the cost of the CACM on residents of 
the region, In late March, the Central American Ministers of 
Economy approved the Costa Rican petition on items not produced 
in the region, but voted to continue protection for regional 
"infant industries." 


Unfortunately, 1979 saw a disruption in intra-regional trade due 
to major political changes in Nicaragua and El Salvador. While 
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Foreign and Economic Ministers have met several times and ex- 
pressed political determination to achieve restoration of trade 
at an early. date, trade remained off-sharply in mid-1980. 
Negotiation of a new common external tariff, which was scheduled 
to be promulgated in late 1979, has been set back by political 
problems in the region. Work is reported well along on the 
technical level, but there remain many conflicts of interest at 
the political level barring progress. 


The success of the tariff negotiations, along with intra-regional 
political considerations, will greatly influence the future debate 
on whether to renew the Treaty on Central American Integration 
which established the CACM and which expires in 1981. 


Political-Labor Factors 


After an apparent decline of political violence in late 1979 and 
early 1980, politically-motivated violence rose again. These 
acts, which from the far right have included the unsolved murders 
of political, labor, religious and academic community figures did 
not initially have a noticeable impact on the economy. However, 
the holdup of an American bank representative and the murder of a 
highly respected leader in the business community in May by left- 
ist terrorists have brought the terrorism closer home to business- 
men. Radical left guerilla and terrorist activity have increased 
markedly, although the usual targets are military and police. Of 
continuing concern to local businessmen in the continuing turmoil 
in nearby Nicaragua and El Salvador and the potential implications 
which those situations may eventually have for Guatemala. 


The advent of the new administration in July 1978 raised hopes for 
an improvement of labor-management relations, which had experienced 
increasing demands and unrest in the labor sector in the preceding 
months. The new Government's fulfillment of a campaign promise to 
increase the annual Christmas bonus required to be paid by all em- 
ployers from the equivalent of 2 weeks of wages to 4 weeks, and 

the establishment of new minimum wages for both urban and rural 
workers have been steps in that direction. A proposed new labor 
code is stalled, having encountered heavy opposition from both 
labor and management. 


Many local businessmen expect to see increasing labor-management 
tensions in the months ahead, with further terrorist incursions 
designed to demoralize the business community. Spokesmen for the 
Chambers of Commerce and Industry have shown courage in calling 
upon their membership to step out in performing their role as 
supporters of free enterprise by managing their firms effectively 
in the interest of creating as many new and better paid jobs as 
possible to promote better social harmony and justice. 





Economic and Social Development 


In February of 1979 the Government published its 6,000 page Four- 
Year Development Plan (1979-1982), which sets out the Lucas 
administration's program objectives and long-range strategy for 
development. The Plan criticizes the country's past development 
model (coastal export crops, import substitution, industrializa- 
tion concentrated in Guatemala City) and graphically details the 
plight of the country's poor majority. In addition, the Plan is 
frank in its assessment of the inequities which exist in income 
and land distribution and is critical of the‘ public sector's 

- small size, tax structure and historical conservatism in dealing 
with development problems. 


The Four-Year Plan outlines a sweeping new development program 
based on the theme of "Rural Transformation," a concept which en- 
compasses virtually all principal sectors in the economy -- from 
agriculture to tourism. The Plan highlights the need for agri- 
cultural diversification into higher value crops to increase rural 
incomes and expand the domestic market; proposes a greater empha- 
sis on labor-intensive agriculture, construction and industrial 
production techniques; and calls for a major effort to develop 
technologies appropriate to the Guatemalan environment. 


The new Development Plan details $1.9 billion of capital expendi- 
tures by the public sector during the 4-year period and calls 

for $5.2 billion of private sector investments, which are to be 
stimulated, in part, through new Government incentive programs 


for the geographic decentralization of industry, export-oriented 
industries and other priorities. As noted, a 1980-82 Social 
Action Plan has been announced which accelerates and alters the 
strategy of the Four Year Plan somewhat in the direction of 
greater emphasis on improving rural incomes and basic social 
services. 


Energy 


In order to take advantage of the country's vast water resources, 
the previous administration initiated a massive hydroelectric 
power program which the Lucas Government is continuing. The 
energy sector is the largest single priority of the new Four-Year 
Development Plan with $626 million in programmed capital expendi- 
tures, representing almost one-third of the Plan's total budget. 
The primary emphasis is on hydroelectric projects. 


At the present time, two-thirds of the country's installed elec- 
tricity capacity of 350 MW is generated from thermal sources, 
with the remainder coming from hydro, but those proportions will 
be reversed within the next 3 years when two major new hydro 
plants come on stream: Aquacapa (90 MW) in 1980, and Chixoy 
(300 MW) by 1982. Even more importantly, INDE, the Government- 
owned National Electrification Institute, has completed studies 
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for the construction of Chulac (440 MW), which is scheduled to 
come on stream in the late-1980's at a total cost of $800 million. 


Perhaps the most significant medium-term economic initiative 
undertaken by the Government in 1978 was the decision to invite 
foreign oil companies to bid on selected blocks for petroleum ex- 
ploration. Contracts were signed during the course of the year 
with Getty Oil, with a joint venture of Texaco and Amoco, and with 
Hispanoil. As geophysical work is still in progress, it is still 
too early to predict the eventual success of these programs, which 
call for a total of $50. million in exploration expenditures, in- 
cluding drilling. The Government has opened five new areas for 
bidding later this year. In the meantime, Petromaya, a Luxembourg- 
-controlled company which has located promising commercial reserves 
of high-sulfur oil during the past 3 years, is producing about 
4,500 b/d of crude, some of which is sold to the local cement in- 
dustry and a power plant near Guatemala City for direct burning 
(Guatemala's total petroleum consumption is about 25,000 b/d) 
which is transported by pipeline to Puerto Barrios for storage. 
About 125,000 barrels is exported monthly for refining in the 
United States. Petromaya also is continuing its intensive explo- 
ration program from the Rubelsanto area in the north near the 
Mexican border. Existing pipeline capacity is 15,000 b/d with 

a potential capacity of 50,000 b/d if additional pumps are in 
stalled. Five new exploration areas were opened for bid in early 
June. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Opportunities 


Guatemala remains a major promoter of goods from the United States 
with total imports from the United States having increased 12 per- 
cent to $480.4 million (c.i.f.) in 1979 from $429.0 million in 
1978. Among the products showing the strongest gains with food 
products which were up 14.6 percent from $35.7 million in 1978 to 
$40.9 million in 1979, wood pulp, waste paper, textile fibers and 
other non-edible raw materials which were up 45.4 percent to $15.7 
million, lubricants which were up 121 percent to $15.7 million, 
animal and vegetable oils which were up 60 percent, chemical prod- 
ucts which rose 25.3 percent to $92.0 million and other manufac- 
tures which rose 19.1 percent to $84.7 million. 


Guatemala's exports to the United States rose slightly and totaled 
$326 million in 1979, an increase of 1.2 percent over 1978. The 
higher amount exported, however, was relatively less than the 
growth in imports and the imbalance in the trade account widened 
to $154 million. The U.S. share of Guatemala's import market in- 
creased in 1979 after a steady series of declines. The U.S. share 
was 31.9 percent, up from 31 percent in 1978, but still below the 
33 percent obtained in 1977 and well below the 36 percent share 


12 





in 1976. Petroleum and its derivatives will probably continue to 
represent an increasing portion of Guatemala's imports as prices 
trend sharply upward. Guatemalan oil production on more than a 
small scale is still only a possibility, but the approximate 20 
percent of domestic needs now produced locally should help keep 
Guatemala's trade within an acceptable distance of balance. 


With even slower economic growth forecast for 1980 than was the 
case in 1979, coupled with yet higher oil prices, a decline in 
non-oil imports is expected this year. The United States should, 
however, be in a very good position to expand its share of the 
non-oil market because of the continued appreciation of the cur- 
rencies of our two major overseas trade competitors in Guatemala, 
Japan and Germany, and the near collapse of competing Salvadoran 
and Nicaraguan industries, the sales of which are protected by the 
Central American Common Market common external customs tariff. 


Agriculture, while it remains the bedrock on which the Guatemalan 
economy rests, has experienced a severe testing in the past year. 
Labor unrest in February 1980, and poor yields in cotton growth 

on marginal lands have led to financial problems for many farmers. 
Agricultural equipment purchases have been affected by these 
adversities, as well as by a general feeling of tension and inse- 
curity in the countryside. Farmers, according to leading agricul- 
tural implement dealers, have been loath to invest in new equip- 
ment and have, in some cases, reduced the acreage planted, in 
spite of favorable prices for their products on world markets. 
Agricultural pesticide, herbicide, and fertilizer sales have also 
been affected, as some farmers, due to financial problems have had 
difficulty paying their bills from the previous season and have 
been forced to pay cash for new supplies by equally hard pressed 
dealers. The prospect is, thus, that agricultural chemical sales 
will be flat or, perhaps, decline this year in volume, while value 
could show an increase, largely due to general inflation and to 
the large increases in cost of the hydrocarbon-based chemicals. 
Agricultural machinery and chemical sales should, however, recover 
in 1981, as aging implements require replacement and good prices 
give farmers the resources to bring chemical applications back to 
normal levels. 


Agriculture-related industry is the subject of a big push by the 
Government's industrial development bank, CORFINA. Food process- 
ing equipment, such as for tomato puree, garlic and potato dehy- 
drating and frozen vegetable production are all scheduled to re- 
ceive CORFINA loans in 1980. Other fruit and vegetable processing 
machinery should also enjoy a very worthwhile market during the 
coming year as Guatemala seeks industrial diversification and 
decentralization. 


Construction, which has been a leading sector in recent years, is 
now suffering a severe depression, with all types of construction 
at a very low level of activity but with middle class housing, of- 
fice building, and plant construction particularly hard hit. The 
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Guatemalan Government has provided $26 million to the banking 
system for housing construction loans but construction companies 
have not taken advantage of these funds as they fear that they 
will be unable to sell the dwellings produced. Office and commer- 
cial construction are adversely affected by a glut of unoccupied 
office and commercial space, particularly in Guatemala City's 
zone 1, the traditional downtown, but also in newer areas in the 
southern part of the city. Major public sector projects should 
take up most of the slack by 1981, however, and there should be 
a growing market for heavy earth moving equipment, cranes, con- 
crete forms and concrete handling and mixing equipment, asphalt 
plants, paving machinery, field communications equipment, camp 
housing and amenities, structural steel and such items as struc- 
tural inserts for expansion joints. 


Of the total of $484 million to be spent in the central govern- 
ment's 1980 capital budget, the largest single portion has been 
allocated to finance the two large ongoing hydroelectric proj- 
ects, Aguacapa and Chixoy. The upcoming 440 MW Chulac hydro 
plant, with an estimated cost of $800 million, will be the most 
expensive project ever undertaken in Guatemala and will offer 
outstanding opportunities for U.S. engineering, construction, and 
equipment firms. Chulac will require a massive rock-filled dam, 

a short power tunnel and a power house. Commercial capacity 

test drilling in the Zunil geothermal field near Quezaltenango 

in western Guatemala has virtually proven the feasibility of 

power production from the field with a capacity estimated at 68 
megawatts. While construction of generation facilities is still 
probably some time away, suppliers of engineering services, steam 
turbines, generators and transmission equipment may wish to be in 
contact with INDE, the Government-owned electrification institute, 
to be in a position to offer their equipment and services at such 
time as they are required. The Chulac hydroelectric project and, 
it appears, all future major expansions of Guatemala's generating 
capacity will be handled by a specific executive authority set up 
within the Ministry of Finance. It will seek financing of these 
projects while administering the bidding process for design and 
construction (See Procurement Policy below). Also planned by INDE 
is the construction of a transmission line to connect the electric 
networks of El Salvador and Guatemala, now that a bilateral agree- 
ment has been successfully concluded and ratified. INDE will 
probably seek bids for its line in the first half of 1981. 


Another area of promise is health care equipment, which will bene- 
fit tremendously from the three major areas of Government hospital 
construction: small rural health posts; medium-size clinics, and 
small hospitals in major towns. There are also numerous private 
hospital projects underway which will need equipment. 


Procurement Policy 


Many sales opportunities in Guatemala involve public procurement. 
All Government purchases over $10,000 are required through public 
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competitive bidding, unless the Government declares that a project 
is so urgent as to be an emergency. The period in which bids may 
be filed, however, is often quite limited, occasionally precluding 
participation from the United States. Frequent contact with the 
Guatemalan market is therefore a requisite for doing business 
here. 


The practice of declaring projects to be of an urgent nature has 
been increasingly common, particularly in the case of the largest 
major projects. The practice has been for national and inter- 
national consortia to approach the Guatemalan Government offering 
packages including financing, feasibility studies, design, con- 
struction, and equipment. It appears that only consortia offering 
such complete packages have any real prospect of winning contracts 
for these projects. 


Recent examples of the above include the award of the $108 million 
new Pacific port project to the French firm Dragages et Travaux 
Publics and the apparent award of a $1.5 billion national road 
project to an Italian-led international consortium. Close and 
frequent contact with Government agencies is necessary to assure 
a realistic opportunity to contract for these projects. 


In addition, Government agencies often will not mail prequailfi- 
cation or bid documents overseas. Therefore, it is best to ap- 
point a local representative, not only to obtain these documents, 
but also to prepare bids, which usually must be submitted in whole 
or in part on sheets of special official paper called "papel 
sellado." The sheets bear a Guatemalan seal and are available 
only in Guatemala‘. 


Investment Decentralization Encouraged 


Guatemala continues to be receptive to foreign investment but 
seeks to discourage its traditional concentration in the Guate- 
mala City area, Foreign capital, except in a few cases, stands 
on the same footing as does domestic capital. Both practice and 
law support free enterprise. There are over 150 multinational 
firms in Guatemala which have U.S. equity participation. 


Of special interest to potential U.S. investors is a law passed 
by Congress in 1979 which liberalized and replaced an existing 
law governing drawback operations. It provides an incentive to 
the establishing of new export-oriented assembly or finishing 
operations in Guatemala, provided that they are outside of the 
Department of Guatemala which surrounds Guatemala City. 


Also favoring U.S. investment is the coming into operation of the 
new export processing zone at Santo Tomas de Castilla on the. 
Atlantic coast. Firms taking space in the zone can avail them- 
selves of even more liberal tax and other incentives than under 
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the drawback law. The new facility already has roads, utilities 
and a number of modular buildings available for lease at very mod- 
erate rates and is within minutes of the Santo Tomas de Castilla 
docks. / 


A third law, the Industrial Decentralization Law, provides several 
tax and. other incentives to firms willing to set up industries 
outside the Guatemala City area. 


OPIC Programs 


Since 1962 an Investment Guaranty Agreement has been in effect 
between the United States and Guatemala. The agreement provides 
for the establishment of a program for political risk insurance 
and development-oriented loans at commercial rates. The program 
is administered by the Overseas Private Investment Corporation 
(OPIC), a U.S. Government corporation. In contrast to other 
Central American states, Guatemala has taken a restrictive view 
of the investment categories to be encouraged under the agree- 
ment, effectively limiting the scope to certain types of manufac- 
turing projects. The recent approval of coverage for a U.S. 
pharmaceutical firm's plant relocation and expansion gave evi- 
dence of a more flexible attitude toward OPIC insurance and 
additional policies are expected to be approved. Guatemalan 
Government officials have stated, however, that in line with 

the industrial decentralization policy coverage will not be 
approved for investments in the Department of Guatemala. 
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